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HE record of tax collections since the turn of the century is a record of the enormously 
increased receipts of the Federal government, whether viewed in dollar amounts, or as a 
percentage of total collections by all government agencies. The dollar amounts of tax collections 


by the states and localities have increased too, 
but their percentages of total collections have 
declined. The statistical record indicates an 
increased centralization in government going 
along hand-in-hand with the great growth in 
the spending power of the central government. 





in 1902, total tax collections were a little over $1,373 
million, of which the localities collected a little over 
half ($704 million), the Federal government a little 
over one-third ($513 million), and the states about 
one-tenth ($156 million). 


World War I, and the advent of the Federal income 
tax in 1913, changed the absolute figures, but the per- 


The statistics suggest the question whether the 


current distribution of govern- 
mental functions simply on 
the basis of tax collections is 
the best we can do. Is it worth 
while to consider what taxing 
powers might be redistrib- 
uted, and what governmental 
functions might ‘be reorgan- 
ized? More functions might 
be performed by the local 
governments, less by the Fed- 
eral, if the local governments 
were given the resources for 
the new tasks. Which govern- 
ment, Federal, state or local, 
can best do the job? 


At the turn of the century, 


This Issue In Brief 


The reallocation of tax sources between 
Federal, state and local governments to 
eliminate tax duplication and put addi- 
tional revenue in local authorities’ hands 
for local use is, says Mr. Magill in this 
Review, “‘the best way I know of to avoid 
further undesirable centralization of gov- 
ernmental activities in Washington.” 

He notes that the increased centraliza- 


tion of government is, in part, “the prod- 
uct of the greater taxing power and the 
greater revenue receipts of the Federal 
government” which, in large measure, fol- 
lowed the Federal income tax amendment 
of 1913. 

““We must,” he says, “strenuously oppose 


the great tendency to centra powers 
and resources in Washington...we should 
make sure the state and localities have 
the tax resources to perform their allotted 
local tasks.” 





centage distribution among 
the three governments re- 
mained much the same. A 
major shift in the distribution 
of revenue receipts began to 
be evident in the middle 
1930’s. In 1938, total tax re- 
ceipts had gone up to $14% 
billion, of which the Federal 
government collected 41.4 
percent, or nearly $6 billion. 
The localities collected nearly 
$44 billion, less than one- 
third; and the states $3.8 bil- 
lion, something over one- 
fourth. Thus, the Federal 
government and the states 
had increased their portion of 
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total revenues and the localities had lost ground. 


World War II threw the figures out of kilter, but the 
same trend was still evident in 1948. It is estimated 
that for the fiscal year 1960 total tax receipts will 
amount to $125 billions, more than double total tax 
receipts for 1950. In 1960 the Federal share of total 
taxes will amount to about 70 percent, while state and 
local governments will each account for about 15 per- 
cent of the total. 


Scoffed at 20% Top Rate 


Let us now consider how these fiscal changes have 
come about: the greatly increased flow of revenues to 
the three areas of government; and the shift in primacy 
in collections from the localities to the Federal gov- 
ernment. The primary cause seems to have been the 
exploitation of the income tax by the Federal govern- 
ment, which has been able to take on increased func- 
tions because it has increased tax revenues to pay the 
bill. The general adoption of the sales tax by the states 
has been a second major event. 


In the first decade of this century, there was a fairly 
well-defined distribution of tax sources among levels 
of government in the United States. The Federal gov- 
ernment relied almost entirely upon customs duties 
and selected excise taxes, chiefly those on liquor and 
tobacco. The state governments relied on the property 
tax for roughly half of their revenues, and levied a 
variety of excises and business taxes. Local govern- 
ments obtained practically all of their tax revenue 
from the property tax. 


Just before World War I, the income tax amend- 
ment to the Federal Constitution was adopted, and 
the first Federal income tax law was enacted. Senators 
scoffed at the suggestion that the top rate might reach 
20 percent, for the income tax started in 1913 with a 
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progression that reached a maximum of 7 percent, in- 
cluding the normal tax. 


Everyone learned better when World War I came 
along and had to be paid for. In the 1918 Act, the top 
surtax rate was 6.5 percent; plus a 12 percent normal 
tax. The income tax, with its companion, the excess 
profits tax, produced such vast sums that one wonders 
whether, without the income tax, the war could have 
been financed. 


World War II led to an even greater use of the 
income tax, so that the peak rate became 94 percent. 
More significant, the starting rate became 23 percent, 
and has lingered at 20 percent ever since. Nearly 80 
percent of total Federal budget receipts is produced 
by the income tax, individual and corporate; and 87 
percent of the individual income tax revenue is pro- 
duced by the starting rate applicable to all taxable 
income. 


Tax Source Distribution Tangled Web 


The state governments began to adopt sales taxes 
in the early 1930’s. By 1935, 20 states had sales taxes 
in general operation. Now 33 states utilize general 
sales and gross receipts taxes for total revenue in 1959 
of nearly $3.7 billion, the largest amount produced 
by any single state tax. The gasoline tax is next in 
importance to the states, being universally exacted, 
and accounting for $3 billion. The Federal govern- 
ment entered the gasoline tax field in 1932, and now 
employs it to yield $1.7 billion (1959). 


Both the states and the Federal government utilize 
liquor and tobacco taxes of various sorts to produce 
substantial revenue. In 1959, the Federal government 
collected $4.8 billion, the states, $1.274 billion. 


Since colonial times, the states have laid some form 
of tax on inheritances or bequests. The Federal gov- 
ernment entered the field in 1916 and in 1926 moved 
in the direction of yielding such taxes back to the 
states by increasing the credit for state taxes from 25 
percent to 80 percent. Since that time, however, the 
Federal government has reoccupied the estate tax field 
by raising its rates without increasing the credit. The 
credit applies only to the “basic tax” of 1926, but the 
subsequent additions to this basic tax are so large that 
the value of the credit for state taxes is greatly re- 
duced. Thus, there is a serious duplication in the im- 
position of inheritance taxation. 


The distribution of tax sources among the three 
governments, which was simple and comprehensible 
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in 1902, has become a tangled web. The income tax 
is the great reliance of the Federal government for 
revenue, but two-thirds of the states also levy an in- 
come tax. Now, even some cities are wading into the 
field. Sales and use taxes are levied by the states and 
many localities and are also widely used by the Fed- 
eral government under the more esoteric title of ex- 
cises. Liquor and tobacco taxes are imposed both by 
the Federal government and by the states. Inheritance 
and estate taxes are generally imposed by both 
governments. 


The property tax stands almost alone as a tax which 
is levied only once, for although part of the tax com- 
monly goes to the state and part to the locality, the 
citizen is subjected to a single assessment and pays the 
whole tax at once. 


Some will argue that there is no particular harm in 
the double imposition of a tax, if it is a good tax. That 
proposition is plausible, but in practice it has unhappy 
consequences. To have to calculate a complicated 
income tax on two different bases each year, and to 
prepare two sets of different returns, is no easy task 
for the taxpayer. Moreover, the necessary planning of 
one’s business activities or family settlements is made 
more difficult by two sets of statutory provisions, 
sometimes conflicting, sometimes interlocking. Life 
would certainly be simpler if tax sources could be 
more clearly allocated either to the localities, or to the 
states, or to the Federal government. 


No Easy Way 


We come, then, to the nub of the whole matter. 
Granted that the present spread of taxes is compli- 
cated and burdensome, how can we improve it? In 
what direction lies progress in this part of the fiscal 
field? 


The figures on government revenues which I have 
cited point up the enormous growth of total tax collec- 
tions, as well as the gradual shift to the Federal gov- 
ernment of the duty either of performing or of 
subsidizing more and more government services. A 
leading political scientist, the late Professor Leonard 
D. White, has thus summed up the implications of the 
trend in his book, The States and the Nation: 


“If present trends continue for another quarter cen- 
tury, the states may be left hollow shells—field districts 
of Federal departments and dependent on the Federal 
Treasury for their support—a situation that would hold 
grave consequences for the kind of self-governing, 


TAX REVIEW, JUNE 1960 


local democracy that has been an essential part of our 
way of life.” 


Our steadily increasing government expenditures, 
representing, in part at least, the demands of citizens 
that government perform more and more tasks for 
them, present a problem that never ends. There is no 
easy way, there is no hitherto undiscovered scheme of 
taxation, to take from citizens painlessly one-fourth or 
one-third of what they earn. The rich can’t pay the 
whole tax bill; and even though taxes are spread over 
the entire society, they still must be very heavy. It 
follows that from here on out we must be more selec- 
tive, not less selective, in our demands for increased 
government expenditures. 


History Speaks for Local Management 


In particular, we need to watch with care proposals 
which aim either at shifting various activities from the 
states to the Federal government; or at subsidizing 
them from Washington in whole or in part. Federal aid 
expenditures have more than doubled in the past four 
years. Grants-in-aid programs force the states to spend 
extravagantly in order to match and thus obtain back 
some of their own money. Three out of every four 
Federal aid dollars represent taxes returning to their 
state of origin after a trip to Washington. Any trip to 
Washington is expensive. 


Local responsibility for many local activities, such 
as education, highways, sewage disposal, is under a 
variety of attacks. One of the latest is based on the 
charge that our society is rich in consumer goods, but 
poor in public services. The proposed remedy is to 
increase still further the share of our individual in- 
comes which goes to government and to decrease 
further the number of dollars the earner can spend for 
himself. The increased public role means a further 
centralization of power in Washington. It is Wash- 
ington which is to pay for more and better highways, 
expanded welfare programs, unpolluted rivers, and 
bigger and better Federal aid programs yet to be 
designed. 


We know that if Washington furnishes the money, 
in whatever form of school aid or subsidy, Washington 
is going to call the tune on its expenditure. There is 
little reason in the nature of things to believe that local 
public school education can be better directed from 
Washington, than by a local school board. 


Local officials in Illinois or Connecticut or Oregon 
are much closer to local problems, and much more 
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familiar with them. Is money to undo the pollution of 
the Illinois River in Illinois or the Wallowa River in 
Oregon less likely to be wasted and more likely to be 
wisely spent if it is raised by local taxes and spent by 
local officials or if it is raised by general Federal in- 
come taxes and spent by the United States Corps of 
Engineers? All our history and all our experience 
speaks for local management of local government ac- 
tivities. That is the way we have grown and prospered. 


Increased centralization of government is, in part, 
the product of the greater taxing power and the greater 
revenue receipts of the Federal government. Yet, as an 
abstract matter, it seems foolish that the proper agency 
to perform governmental tasks should be determined 
simply on the basis of which agency has the greater 
taxing power. The propositions should be reversed. 
Citizens should first determine what agency can best 
perform the task and then provide that agency with 
the necessary resources to do the job. 


Best Way to Avoid Centralization 


We have had a surfeit of commissions on inter- 
governmental relations and taxation; but a minimum 
of actual accomplishment. Thirteen years ago, a Spe- 
cial Committee on Federal State Relations of the 
Governors’ Conference recommended that “the Fed- 
eral government voluntarily limit its impositions in 
certain tax fields which are peculiarly adapted to state 
and local use, and that, in return, the states and locali- 
ties limit their tax activities in fields deemed more 
suitable for Federal use.” 


A Joint Committee of the American Bar Associa- 
tion, the National Tax Association, and the National 
Association of Tax Administrators made more specific 
proposals at about the same time, urging that the taxes 
on transfers of property during life and at death and 
those on gasoline, motor vehicle registration, general 
sales, amusements and admissions be reserved for the 
states. It suggested that the states, in turn, relinquish 
tobacco taxes for exclusive Federal use, but that both 
Federal and state jurisdictions continue to exploit 
liquor taxation. 


These are wise suggestions. The end and aim should 
not merely be a separation of tax sources, beneficial 
as that might be. The principal purpose should be to 
give to or reserve to the states and localities the neces- 
sary tax resources to do those tasks which the states 
and localities can best perform. We must strenuously 
oppose the great tendency of the age to centralize 
powers and resources in Washington. That was not 
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the purpose of the founding fathers, and it is not the 
best way to solve our manifold problems today. 


In many respects, you people are the guardians of 
one of this country’s most cherished traditions: local 
responsibility. You are the public officials who are 
above all the direct leaders and servants of the citizen. 
If you cannot induce and exercise local responsibility 
in fiscal affairs, I have very little hope that such re- 
sponsibility will be exercised at the state and Federal 
levels. 


Some activities, like the defense of the nation, only 
a central government can perform. Such activities we 
have instituted that government to perform, and it 
has ample tax resources for the purpose. On the other 
hand, the conduct of public education, provision for 
the local water system and the local sewage system, 
the care of local highways are activities that the locali- 
ties are well able to handle, with advice perhaps from 
national authorities, but without control from distant 
agencies. We should make sure that the states and 
localities have the tax resources to perform their al- 
lotted local tasks. Finally, you and I can do many 
things for ourselves better than any government, small 
or great, can do for us. Subject to the necessary de- 
mands of government, we should be left as free as may 
be to spend what we earn. 


The facts are that taxes are already high from al- 
most any viewpoint and that our present tax system is 
a primary obstacle to the economic growth we need 
so badly. Higher taxes would result in less private 
investment and in less production for private purposes. 
We learned in the 1930’s that diminished production 
does not produce more revenue for government, even 
though tax rates are sharply increased. If we accept 
this new doctrine of an increased public role in the 
economy, we may find ourselves impoverished both 
in private production and in public works. We may 
not be able to afford either more automobiles or more 
public schools. 


We are fighting a cold war for the freedom of the 
individual and for private enterprise. That is our sys- 
tem. We must not submit to its being taken from us 
nor to its being frittered away. 


Surely it is possible to reallocate tax sources not 
only to eliminate duplicate use of the same tax but to 
put additional revenue in the hands of local authori- 
ties for local uses. This is the best way I know of to 
avoid further undesirable centralization of govern- 
mental activities in Washington. It is also the best 
way to keep the tax burden under control. 
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